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Basis of Payment - Hospitals - Acute General and
Special (Classification A) Reimbursed Under the Diagnosis

Related Groups (DRG) System - Inpatient Services

PROCEDURES AND METHODOLOGY

5.1  Derivation of Preliminary Cost Base

(a) For acute care (general) hospitals and class A special (classification A)
hospitals, the Division of Medical Assistance and Health Services (hereafter
referred to as the Division or its designee), on or before March 12, 1993 and
on ot before January 31 of each subsequent rate year, shall implement a
rate. For hospitals with a fiscal year of January 1, the rate year will be the
calendar year. For hospitals on a fiscal year beginning other than January
1, but before July 1, the rate year will be the year the fiscal year begins and
for hospitals on a fiscal year beginning between July 1 and December 31,

the rate year will be the year the fiscal year ends.
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5.2 Uniform Reporting: Current costs

Hospitals shall be required to submit reports as required in Section 6. The
Director shall review the actual costs for the institutions as reported in
accordance with the Financial Reporting Principles and Concepts (Section
6). The review will be performed according to the methodology outlined
below. Costs, so reported, shall be subject to revision due to su{bsequent

audits.
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53 Costs Per Case

Direct and indirect care costs shall be allocated to inpatient and outpatient
services. Direct and indirect costs allocated to inpatient services shall be used to
detemmine inpatient rates per case according to patient diagnosis. This cost finding

process is described in sections 5.9 through 5.12.
54  Development of Standards

The Director shall develop standards for each Diagnosis Related Group based on
the median cost per case for Medicaid recipients. The standards shall be adjusted
to account for significant differences in labor market areas. These standards are
developed according to criteria set in sections 5.13 through 5.20. Standards so
developed;gnd issued for a rate year shall remain unaffected and no adjustments,

modifications or other changes to the standards shall be made.
5.5 Reserved
5.6 Schedule of Rates
(@) In order to determine reasonable physician costs, hospitals shéll report to
the Dirggtor any significant changes in the contractual basis of any and all

- physician compensation arrangements which have occurred after the

current cost base. Failure to report these changes shall result in these
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(b) For each hospital, the Division shall issue a Schedule of Rates for each
Diagnosis Related Group.

5.7 Extraordinary expense

If supported by adequate documentation, the Proposed Schedule of Rates shall
include an adjustment for allowable cost for an extraordinary event of a non-
recurring nature which occurred in the Current Cost Base and which is reported to
the Division by October 15 of the year prior to the issuance of the Proposed

Schedule of Rates.

5.8 Reserved
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5.9 Current Cost Base

(a) A hospital's Current Cost Base is defined as the actual costs and revenues
as identified in the Financial Elements in the base reporting period as

recognized by the Division for purposes of rate setting.

(b)  The Current Cost Base is used to develop the Preliminary Cost Base (PCB)
and Schedule of Rates through:

1. Determination of the costs of Medicaid patients treated in the 1988
base year;

2. . ldentification of fixed and variable components of the Preliminary
Cost Base;

3. Calculation of the economic factor cost component as defined in

section 5.17(a);

4. Calculation of the technology factor as described in section 5.17;
5. The costs used to set rates for the rate year will be based on 1988
costs.

() A hospital's actual cost reports cannot be substituted or rearranged once
the Director has determined that the actual cost submission is suitable for

entry into the data base.
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Financial elements reporting/audit adjustments

(a)

(b)

The aggregate Current Cost Base is developed from Financial Elements

reported to Division and includes:

1. Costs related to Medicaid direct patient care as defined in section
6.14;

2. Less net income from specified sources;

3. Capital facilities allowance: Capital cash requirements (as defined in

sections 5.18 and 6.18);

All reported financial information shall be reconciled by the hospital to the
hospital's audited financial statement. In addition, having given adequate
notice to the hospital, the Director may perform a cursory or detailed on-site
review at the Division's discretion, of all financial information and statistics to
verify consistent reporting of data and extraordinary variations in data
relating to the development of the rates. Any adjustments made subsequent
to the financial review (including Medicare audits and reviews) shall be
brought to the attention of the Division by the hospital, the Department of
Health, and appropriate fiscal intermediary or payer where appropriate and
shall be applied proportionately to the Schedule of Rates. All such
adjustments shall be determined retroactively to the first payment on the

Schedule of Rates and shall be applied prospectively.
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